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The Green Wave on the Luxury 
Automobile Industry. 
• The fight for the New Green Market Trend  
• BMW has been a company that has pushed innovation to 
its customers for adapting to the new market trends and 
keep fulfilling their expectation for high quality standards. 
• BMW has been a company that has resisted the COVID 
19 crisis despite the negative trend of the market. Part of 
this recovery was caused by the opening of the Chinese 
market after the lockdown caused by the virus. Proven 
that one of its strongest market it is still dynamic and 
growing. 
• BMW long-term R&D spending ratio is 5%-5.5% of group 
revenues, this translates in more than €30 billion by 2025. 
This level of R&D spending will provide BMW the 
necessary tools to adapt to the new market trends and 
remain one of the leaders in the premium automobile 
segment. 
• BMW strategy for the new market trend is to include by 
2023 in its production line 25 electrified models and at 
least 13 fully electric. Further, by 2025 the 33% of the 




Bayerische Motoren Werke Aktiengesellschaft, Better 
recognized as BMW AG is an automobile company, that is 
main purpose is to develop, produce, sell premium 
automobiles and offering financial services for their products 
acquisition. Until today, the company remains as the second 
premium automobile manufacturer with a strong and 
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1. Company Overview 
Bayerische Motoren Werke Aktiengesellschaft (BMW AG) is a German 
multinational company with its headquarters in Milbertshofen, Munich, Germany. 
It was founded in 1916 with the name of Bayerische Flugzeugwerke AG (BFW), 
transitioning in 1917 as Bayerische Motoren Werke G.m.b.H, and finally becoming 
Bayerische Motoren Werke Aktiengesellschaft in 1922.  BMW AG develops, 
produces, and sell premium vehicles, motorcycles, and Financial services in more 
than 140 countries with sales of more than 2,2 million vehicles, 161,000 
motorcycles and 1,8 million leasing and credit financing contracts in 2020. From 
2014 to 2019 the Group revenue has grown at a CAGR of 5.32%. The analysts 
expected that in 2020 being the revenue could decrease in 8.49%, caused by the 
current Covid-19 pandemic. 
1.1. Business Unit 
The Business units of the group are divided in Automotive, Motorcycles, Financial 
Services and Other entities. The main business unit is the Automotive segment 
representing 70.58% of the overall revenue of the group in 2020. The Automotive 
segment is divided in three brands, BMW, Mini and Rolls Royce with the BMW 
brand being the insignia with more than 1,9 million vehicles sold representing 
almost 83% of the total vehicles sold, Mini with more than 277,000 units sold and 
Rolls Royce with 3,600 units sold in 2020. Compare to 2019 figures BMW 
deliveries are expected to decrease in approximately 11%, Mini in 20% and Rolls 
Royce in 30% this was majority attributable to the Covid-19 pandemic. In addition, 
according to the analysts´ calculations, from 2014 to 2019 the Automotive segment 
revenues has grown at a CAGR of 4.05% with a decrease of 16.93% in 2020.1  
As of the third quarter of 2020 the biggest market for the Automotive segment is 
Asia with 705,789 units or 43.08% of the total units sold, where China represents 
79.40% of the total Asian market with 560,367 units. Europe comes in second with 
648,494 units or 39.59% of the total units sold, Where Germany and UK represent 
31.37% and 18.30% respectively of the overall European market.  
Regarding the Motorcycles segment, in 2020, 161,361 units are expected to be 
sold that is a decrease of 7.88% compare to 175,162 units in 2019. Despite the 
decrease in units sold in 2020 (mainly related to the Covid-19 pandemic), the units 
have been increasing 7% in average from 2014-2019, with Germany and France 
being their biggest markets with a 25% (15% and 10% respectively) of total units 
 
1 BMW Q3 REPORT: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/q3/Q3_2020_BMW_Group_EN_Online.pdf  
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Figure 1: BMW Group revenues 
since 2014. 
Source: Annual 2019 BMW Report  
Source: Annual 2019 BMW Report  
Source: Q3l 2020 BMW Report  
 
 








sold in 2019. In addition, revenues have grown for that same period at a CAGR of 
7.12%. 
The Financial services segment main function is leasing and credit financing for its 
customers. From 2015 to 2019 the total contract portfolio has grown at an average 
of 6.08%, and as of September 30 of 2020 the total contract portfolio was 
5,936,975. Moreover, new contracts have increase at an average of 5.89%. Out of 
these new contracts, 52.2% vehicles were leased and financed (22.3% and 29.9% 
respectively) by this segment in 2019, with the EMEA region being the biggest 
representing 35.5% of the total vehicles financed. Revenues in this segment have 
been growing at a CAGR of 7.52% from 2014 to 2019 that is bigger than the 
Automotive and motorcycles segment2 
1.2. Management Board 
The management board is composed of seven members with Oliver Zipse being 
the current chairman since the stepdown of Harald Krüger in August 15 of 2019. 
Under Harald Krüger tenure, BMW Group lost the global lead in premium cars to 
competitors Daimler AG in 2016, As well as facing criticism about his failure to 
implement new models and strategies to the new era of electric/electrified vehicles. 
Currently, Oliver Zipse has the titanic task of regaining BMWs global lead in 
premium cars and implement new models and strategies to the new 
electric/electrified era, in an environment of low economic growth and high 
unemployment with Covid-19 still lingering around. The analysts believe Oliver 
Zipse will be capable to adapt and implement the best strategies for BMW mainly 
because of three reasons. First, he has been working for BMW since 1991 and 
before being appointed CEO he was head of production. Second, during the Covid-
19 pandemic BMW has been showing better results than expected, especially in 
Q3 where deliveries of vehicles increase 8.6% compared to 2019 Q3. Third and 
most important, by 2023 BMW will have at least 25 electrified models including at 
least 13 fully electric cars, and in addition by 2025 33% of the new European 
vehicle fleet will be electrified and in 2030 it will be 50%3. 
The management board compensation comprises fixed and variable cash 
elements as well as a share-based component. Fixed remuneration consists of 
base salary (27%) and variable remuneration comprises three components, 
Performance cash plan (24%), Share-based remuneration (14%) and Bonus which 
 
2 BMW Annual Report 2019: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/gb/BMW-GB19_en_Finanzbericht.pdf  
3 BMW Compensation of the board of management and the supervisory board https://www.bmwgroup.com/en/company/company-portrait.html#acedown-520279435 
 
Figure 4: Financial Services 
 
Figure 5: Management Board 
Compensation. 
Source: Annual 2019 BMW Report  
Source: BMW Compensation of the 
board of management and the 
supervisory board 2019 
 
 








is split into earnings-based component (8%) and performance-related component 
of (19%). Lastly, the pension contribution amounts to 8%. 
1.3. Ownership 
BMW AG ownership is currently held in majority by the Quandt family (46.7%), 
Stefan Quandt holds 25.8% and Susanne Klatten 20.9%. Institutional investors 
hold the remaining shares, Harris Associates LP (2.99%), Norges Bank Investment 
Management (1.66%), The Vanguard Group, Inc. (1.64%), Dodge & Cox (1.55%), 
Flossbach von Storch AG (1.25%), Deka Investment GmbH (0.79%), Baillie Gifford 
& Co. (0.73%) and BlackRock Asset Management Deutschland AG (0.73%). 
Geographically, 61.3% of the equity is hold by European investors, followed by 
32.7% by North American investors, with Asia and the rest of the world holding 
4.5% and 1.5% respectively.4  
2. The Industry 
2.1. Overview 
 The crisis that this virus created according to Forbes magazine moved the world 
into a step of 5 years into the digital economy. The pandemic has pushed to a new 
market strategy to all companies from different sectors, making the migration to 





4 BMW Compensation of the board of management and the supervisory board (2019): https://www.bmwgroup.com/en/company/company-portrait.html#acedown-520279435 
 
Figure 7: Growth of ecommerce in Europe during the great 
lockdown. 
 
Figure 6: Ownership by Region 
Source: BMW Compensation of the 
board of management and the 
supervisory board 2019 
Source:   McKinsey & Company “Reimagining the auto 
industry’s future: It’s now or never”  
 
 








The automobile industry has not been an exception of this, since car sales have 
plumed in record levels the innovation had to arrive by the way of selling their 
products. As the reader might be aware during the lockdown business were closed, 
interfering with one of the most important marketing strategies of car selling: face 
to face interaction and contact with the product. Due to this, the car agencies as 
other business had to look for new marketing strategies to keep their products on 
float.5 Part of this innovation has been contactless car driving test where the 
vehicle has passed through a disinfection process to avoid a COVID-19 infection. 
This form of sales will represent a high peak for cars and at the same time a 
business opportunity for reducing marketing and sales cost, since in a near future 
this contactless technology will represent a reduce of sales employees and 
commission, not forgetting that also digital commerce has represent a huge 
decrease in the ways how commerce interacts by the substitution of physical stores 
and staff by new market trends. As it can see on the following graph by McKinsey 
Therefore, car industry will evolute to this new digital era and in a not far away 
future evolute its traditional channels to the new market trends. But, for this to 
happen car companies will need to make future alliances with tech companies who 
could simplify the access to technology and accelerate the process.  
Despite these new trends on the market, the economy is facing an incredible 
slowdown that has pushed consumers to think twice before buying a car, according 
to the study almost half of US consumers (47%) are planning to keep their current 
vehicle longer than they originally expected.  Similar trends are being detected in 
other big automotive markets like China (65%), South Korea (63%), and Japan 
(48%).6  
Another factor that will impact during the 2021 will be the job security that the 
market can offer to the consumers, as it is visible on the following graph this 
correlation will be important at the moment of forecasting sales for 2021 and 2022 
which is the year that the economy is expecting to face a recovery to pre-pandemic 
standards, leading into a slow recovery of car sales in the world and at the same 
time to look for new marketing strategies even after the vaccines will be distributed 
along the world, this process will be slow, which will lead to a possible scenario of 
more restrictions after the winter and during the beginning of the spring. Since the 
vaccination process across Europe and America will continue until the end of the 
first semester of 2021.  
 
5 McKinsey & Company “Reimagining the auto industry’s future: It’s now or never” (2020): https://www.mckinsey.com/industries/automotive-and-assembly/our-
insights/reimagining-the-auto-industrys-future-its-now-or-never 





Figure 9: Perception of Job 
Security 
Figure 8: Global Consumers 
intending to push out their next 
vehicle purchase. 
Source: Deloitte “How the pandemic 
is changing the future of automotive” 
Source: Deloitte “How the pandemic 
is changing the future of automotive” 
 
 








Not everything is bad news for the industry, since also the COVID-19 has raised 
the interest of new consumes to acquire a vehicle after the situation becomes more 
stable for everyone. According to a study from Deloitte people are consider 
keeping maintaining the physical distance, which will lead into a consumption of 
more vehicles for example according to the study 79% of consumers in France, 
74% in the United States, 69% in the United Kingdom, and 63% in South Korea 
are considering acquiring a vehicle, since they can consider a safety and hygienic 
measures compared with the use of public transportation or pooling. The main 
challenge for this trend will also be the behaviour that consumers will take now of 
acquiring a new vehicle, since they pockets will be hit, they might go for a used 
vehicle, affecting to the manufacturing of new cars7.  
Besides the new sales opportunities and market disruptions, the car industry will 
also have to face other obstacles for their survival. The car industry is facing a 
green revolution, which is pushing for new alternatives for reducing car emissions 
to the atmosphere and traffic from big cities, where they have developed new rules 
to take cars that work with fuel combustion out of the roads and being substituted 
by carpooling services or green energy vehicles. Therefore, car companies have 
been pushed into a competition of developed new green technologies to keep their 
business moving according to the market trends and government requirements. 
Therefore, this could be a contrast to the pre-owned market and consumers will 
take the opportunity to buy vehicles that in a short term will not represent an 
increase in fuel consumption and taxes (caused by the government regulation). 
2.2. Sales in the Industry.  
In 2019 the following companies were considered the most important luxury cars 
sellers on the world (Mercedes, BMW, Audi and Jaguar). This proves BMW (only 
BMW cars the numbers exclude rolls Royce and mini cooper) is having an 
important market participation for the luxury cars selling. The firm is just above its 
German peer Audi and followed by Mercedes Benz. Showing the strength of the 
German producers on this special field and the trust that the consumers have for 
German automobile industry. 
 According to Bloomberg numbers the Car industry in the United States was facing 
a slowdown in consumption in 2018, but there was an exception to this trend. This 
exception was the luxury cars manufactures who were increasing their sales 
despite the negative panorama. Showing that car luxury tends to follow the trend 
of luxury goods during crisis. Even though their demand tends to be elastic, their 
 




Figure 10: Luxury sales worldwide 
2019 
Source: Bloomberg “Luxury Brands 












high social class niche continues consuming them. Which makes luxury cars 
industry less volatile compare to regular car manufactures which are focused on a 
middle class that tends to be volatile to crisis and price changes. It is also 
noticeable how BMW in 2018 is still in second place for the American Market, which 
also contrast to the worldwide 2019 data where the company keeps being the 
second most consumed brand on this field.8 
3. Macroeconomic Outlook 
The Covid-19 pandemic represents the deepest recession since WW2, even worse 
than the Great financial crisis in 2007-2008, representing a massive shock to the 
global economy. GDP in advanced economies is projected to shrink -5.8% in 2020. 
The euro zone is expected to be have the highest contraction (-8.3%).9 In emerging 
economies (excluding China), GDP is expected to contract -5.7%, with Asian 
economies being the hardest hit, especially India, with an expected contraction of 
10.3%, this is because countries in this area are still trying to take the pandemic 
under control. Despite Covid-19 being originated in China, this is the only country 
that this year will experience GDP growth (1.9%). Is worth to mention that despite 
all the fiscal stimulus provided by majority of the governments, private consumption 
is expected to decline by a historical 8% in 2020, with industries such as 
Automobiles, Restaurants and Tourism being the hardest hit. This is particularly 
important for the Euro area due to the heavy exposure to these industries, implying 
negative net exports in 2020. 
For 2021 global GDP is projected at 5.2%, with inflation picking up in most 
countries and a bullish year for financial markets. Further, GDP growth is expected 
to growth at a slower pace to 3.5% in the medium term (2022-2025), and private 
consumption is expected to reach pre-pandemic levels in 2022. 
4. Performance 
4.1. Market return 
In the last decade (2010-2019) BMW stock return has outperformed the market, 
delivering an annual average return of 11.8%, compared to 10.6% of the Stoxx 600 
Automobiles (SXAP Index) and 8.2% of the MSCI Europe Automobiles index. 
 
8 Bloomberg “Luxury Brands Are the Winners in the U.S. Auto Market” https://www.bloomberg.com/news/articles/2018-03-01/luxury-brands-take-victory-lap-as-mass-market-
auto-sales-sputter  
9 International Monetary Fund (2020): https://www.imf.org/en/Publications/WEO/Issues/2020/09/30/world-economic-outlook-october-2020 
Figure 11: Luxury sales in USA 
2018 vs 2017 
 
 
Figure 12: Stock returns for BMW and 
competitors since 2010 
Source: Bloomberg “Luxury Brands Are 
the Winners in the U.S. Auto Market” 
Source: Refinitiv Eikon 
 
 








Further, the stock has also delivered higher returns than those of its direct German 
competitors, Daimler (6.2%) and Volkswagen (10.4%).10 
4.2. Dividend yield 
Since 2015, BMW Group dividend have yielded an average of 4.04%, just lower 
than Daimler (4.57%) and Volvo (5.32%) but bigger than Volkswagen (2.22%). 
Nevertheless, total annual equity return (capital gains + dividend) of BMW is still 
higher (15.89%) than those of the of its German competitors Daimler (10.78%) and 
Volkswagen (12.59%). It is important to mention that despite the fact dividends 
paid (Euro amount) have declined in 2019, the dividend yield has remained 
constant, which is what the analysts expect to continue further.11 
BMW Group EPS has been declining in the last years from €12.06 in 2015 to €7.01 
in 2019, this is mainly explained because cost of goods sold has been increasing, 
meaning profitability of the company have been declining. For 2020, the analysts 
expect the EPS to be €7.68, and moving forward our calculations suggest an 
average EPS of €8.38.12 
4.3. Profitability 
As said before, the automobile industry is experiencing a disruptive and innovating 
period. Following these trends, the path is correlated with a high increasing of 
expenditures, which are translated into a declining of profitability Part of this is the 
EBITDA Margin declined by 6.2% from 2015 (19.20%) to 2019 (13%). A similar 
trend is seeing on the ROIC, declining on the same period by 2.07%. Other index 
affected by these movements on the market is the return on capital employed, 
which plumed around 43.20%. 
Despite the decreasing of these main ratios, the profitability of the company 
remains above the industry and from its direct competitors, with an EBITDA Margin 
higher than the average by a 17.46%, in contrast with its direct competitor´s such 
as: Daimler (14.36%), Volvo (13.80%) and the average of the industry (15%). By 
this, the company has solid data to demonstrate why its stocks have outperformed 
on the index and its German competitors. 
By mentioned the information above, the analysts believe that BMW will remain as 
one of the most profitable companies in the industry. Therefore, the analysts 
consider that BMW will deliver excess of returns above its cost of capital. This is 
sustained by having a ROIC in the automobile segment averaging 6.54% from 
 
10 Refinitiv Eikon Platform 
11 Refinitiv Eikon Platform 
12 BMW Annual Report 2019: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/gb/BMW-GB19_en_Finanzbericht.pdf  
 
Figure 13: Historical and 
forecasted EPS for BMW 
 
Figure 14: Historical and Forecasted 
NOPLAT, Operating Invested capital and 
ROIC for BMW automobile segment 
Source: Refinitiv Eikon 
Source: Analyst Estimates 
 
 








2021 to 2027 and a ROIC in the motorcycle segment averaging 10.34% for the 
same period, which is above the WACC of 4.78%.  
A similar trend would be observed on the financial segment, which according to 
the analysts the segment has delivered on average a 17.86% return on equity. The 
number as the figures mentioned above, it is still better than its direct competitors, 
such as: Daimler (15.96%), Volvo (14.30%) and Volkswagen (10.70%). 
 
5. SWOT ANALYSIS 
5.1. Strenghts 
BMW is a firm that has a huge investment in innovation for its car technology. Every 
year the investment is around 5%-5.5% of its total revenues.  
BMW is a firm with a rate of “A” for long term investments by S&P and “A2”BY 
Moody´s, which shows that the firm is quite stable and capable of paying to its 
creditors their investment without financial distress.13 
The firm has shown a growth in regions with high potential markets, like the United 
States and China, therefore it has a high potential market for expanding its 
products and technologies outside of Europe. 14 
BMW is positioned as a luxury brand and therefore aspirational, which makes it 
more valuable and has helped to continue in markets where there´s high income 
like North America and with high social mobility, therefore more people can access 
to these aspirational products.15   
BMW had a powerful growth after the COVID-19 lockdown recovery in Q3, 
increasing its revenues after the drastically fall from of Q2 thanks to the Chinese 
re-opening of the company, showing the huge importance and potential growth of 
BMW´s sales.16  
5.2. Weaknesses 
BMW has been doing several adjustments on its corporate structure, by reducing 
administrative expenses and reducing its workforce due to the current COVID-19 
situation. This could be a signal for the company to maintain its cash flows after 
 
13 Refinitiv Eikon Platform 
14 BMW Annual Report 2019: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/gb/BMW-GB19_en_Finanzbericht.pdf  
15 World Economic Forum The Global Social Mobility Report 2020 Equality, Opportunity and a New Economic Imperative 
http://www3.weforum.org/docs/Global_Social_Mobility_Report.pdf  




Figure 16: Return on equity for BMW 
and competitors since 2015 
 
Figure 17: Debt rating from Standad & 
Poors and Moodys for BMW 
Source: Annual 2019 BMW Report and 
competitors   
 
Figure 15: Historical and Forecasted 
NOPLAT, Operating Invested capital and 
ROIC for BMW motorcycle segment 
Source: Analyst Estimates 












the “Great lockdown” making investors and banks taking a more conservative 
approach regarding the company situation.  
BMW is facing a small decrease in revenues around Germany, after a profitable 
year in 2017 the numbers have been decreasing along. 
The BMW profitability is still in positive ground, but the company has increased its 
expenses to make the company more competitive to the current market demands, 
therefore the profitability has decreased compare to previous years.17 
5.3. Opportunities  
Governments are moving into more sustainable and green economy, therefore 
governments around the globe have started to warn about warnings of combustion 
vehicles. Example: UK plans to band car combustion cars for 2030.18 
The new normal according to McKinsey group represents a new opportunity for 
automobile industry to improve their distribution and sells channels. The pandemic 
has demonstrated the importance of having a diversifying chain supply to keep the 
business operating.  
The new normal has pushed into a new digital revolution, according to McKinsey 
this could lead to a new way of selling cars outside the traditional retail sale and 
reducing costing of sales by having contactless driving test.19   
During the time of crisis company can take a zero-based income statement, 
therefore firms can take a budget from scratch and put more cost controlling cost 
that could allow to amortize the effects of the new COVID-19 crisis and improve 
revenues along with cash flows.20 
5.4. Threats  
BMW is facing a legal demand in the united states for made false and misleading 
statements by taking a "bank" of retail vehicle sales from its inventories and 
reporting it as sales when they were not.21    
COVID 19 has let a financial crisis that has hit important markets for BMW like 
Europe where current lockdowns are being held down due to the current increase 
 
17 BMW Q3 REPORT: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/q3/Q3_2020_BMW_Group_EN_Online.pdf 
18 BBC NEWS “Ban on new petrol and diesel cars in UK from 2030 under PM's green plan” (2020) https://www.bbc.com/news/science-environment-54981425 
19 McKinsey & Company “Reimagining the auto industry’s future: It’s now or never” (2020): https://www.mckinsey.com/industries/automotive-and-assembly/our-
insights/reimagining-the-auto-industrys-future-its-now-or-never 
20 BMW Q3 REPORT: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/q3/Q3_2020_BMW_Group_EN_Online.pdf 












of infections around the continent, leading to a possible slow recovery and bad 
results for the end of Q4 FY20 and Q1 FY21 .22  
Car industry has been showing a decreasing historical tendency, which could be 
causing a problem in a mid and long term for the industry, affecting even further 
plans of expansion from automobile industry firm and decreasing of market 
share.23  
Unemployment rates around the world are still in high levels, letting into a more 
conservative expending from customers and a more complicated social mobility, 
which could affect the value of BMW as an aspirational brand since consumers will 
tend to allocate their resources into savings or other important expenses due to 
the current job and wage cuts in high management positions around the world.24  
6. Porter´s strengths 
6.1. Power over customers 
BMW according to its R&D development, they have been investing in developing 
greener automobile technology for its customers to keep the brand as a luxury 
manufacturer. Focusing in reducing emissions and developing drivetrain systems. 
At the same time and for being a direct competitor to Tesla´s autonomous driving, 
the company is also investing part of its R&D expenses on this field. Other strong 
fact from BMW to break this barrier is the overlook of customer service that the 
company is handling to exceed the expectations of customers, which puts BMW 
on the correct track for starting to gain market share in the new future of the 
automobile industry. A strong example of how customers have an incredible loyalty 
to BMW is the incredible Q3 that the company had during the 2020 pandemic, 
impulse by the Chinese market, this proves that despite the economic situation 
after the lockdown’s customers tend to continue buying a solid positioned brand 
and that despite the economic panorama the high-income niche to whom the 
product is focused sees BMW as an investment worth doing. By this the analysts 
can show that even though BMW is losing grown on its domestic market, the 
complex diversity of its supply chain for supplying customers and expand the brand 
into new markers helps to continue with the increasing in revenues and profitability, 
giving BMW certain power to keep control of its prices, and making the company 
profitable. 
 
22 CNBC “Germany looks set to extend lockdown into December as infections remain high” https://www.cnbc.com/2020/11/23/germany-looks-set-to-extend-lockdown-into-
december.html  
23 Organisation Internationale des Constructeurs d'Automobiles (2019) https://www.oica.net/wp-content/uploads/pc_sales_2019.pdf  
24 NY Times “Unemployment Claims Rise as Economic Worries Grow”(2020) https://www.nytimes.com/2020/11/19/business/economy/unemployment-claims.html  
 
Figure 18: Global automobile sales since 
2010. 













6.2. Rivalry among competitors 
One of the main threats of BMW for the near future is the high expenses on 
marketing that Tesla is having for the green technology in automobiles. A tesla 
care on its basic model ranks from 37k euros up to 80k, and there are plans to 
create a cheaper version of the cars for making this technology affordable. This 
new competitor to the market can represent a risk for BMW´s sales as an 
aspirational brand since Tesla is managing a strong marketing campaign and is a 
market leader on the green automobile industry, causing a huge entrance barrier 
for other competitors since they core business is this technology 
6.3. Potential of new entrants into the industry 
Other companies are also developing new car technology for increasing their 
market share and adapt to the new government and customers' requirements. 
BMW has building strong barriers by developing intellectual property and 
continuing to patent new technology for making its products more competitive and 
offering to their luxury niche the most updated technology on the market, making 
it difficult for other companies with low sales to continue the pace of innovation or 
setting high standards along with tesla for penetrating this market, therefore low 
key car manufacturers will find a struggle to deal with the fast moving changers of 
the sector. At the same time BMW is having a set economy in scale with better 
supply chain and modernizing their plants or buying its joint ventures in countries 
with strong market regulations (example of this is the acquisition of the BMW 
branch from the state own company manufactured in china for avoiding increasing 
the price of manufacturing channels), this move was also a smart one for reducing 
the customers switching cost. Which puts BMW in china as a company that is 
looking forward to conquering the market. Same situation applies to Americas 
region, which is led by American companies, BMW has looked for ways to generate 
luxury cars with local supply materials and reducing exporting fees to other of its 
more profitable markets and keep the growing pace, which could be harder for 
other companies trying to expand their portfolio brand to a luxury market even 
harder. 
6.4. Substitute products: 
Cars are becoming a problem in large cities due to the increasing of population, 
restriction laws to reduce carbon emissions and high taxes derivate from the lack 
of space could lead into a problem for automobile industry and for consumers to 
reduce their purchase of cars and move to other more efficient mobility. Even for 
 
 








high income, this trend could lead to use high profile luxury cars as transportation 
to avoid dealing with the high taxes and lack of space.  
Other products for those who are doing social class jumping could be smaller cars 
and cheaper electrical versions (pushed by the new green laws for reduce carbon 
emissions) that could help them to avoid paying the same taxes mentioned above. 
Other could opt to continue in big cities the movement by public transportation and 
other digital platforms for urban areas like: uber, DIDI, Bolt, etc.… which are quite 
popular among the millennial and z generations, therefore in a long term this 
change of habits could represent a treat to BMW, as it will be described in the 
valuation part of the model where it is mentioned that the car manufacturing is 
experiencing a decrease of sales around the world.25 
6.5. Power of suppliers 
BMW has a strong influence over its suppliers since is quite a big company who 
prefers to own its machinery instead of leasing it. At the same time, the supply 
chain from BMW is quite diverse, having manufacturing strategic points around the 
world include a recent opening of the most modern car manufacturer plant in San 
Luis Potosí, México. This project was developed to take advantage of the Mexican 
manufacturing market and free trade agreement between the three north American 
regions, an essential area for their sales growth. This kind of investments along 
with the possession of their own technology proves that suppliers have a limited 
effect on BMW, therefore the company cannot hardly be affected from threatening 
of price increasing by suppliers who would like to take an advantage as well to 
have additional costings for replacing suppliers who might like to increase their 
prices or reduce the timing of payment (pressuring the cashflow of the company). 
A good example of this strength over suppliers has been the incredible cost 
reduction that the company has done caused by the COVID-19 crisis. The 
company was able to reduce administrative cost and decrease the amount of its 
production volume to keep flowing their supply according to the demand of the 
market, at the same time it is noticeable that BMW increase considerably its 
account receivables (which can prove a power of negotiation with suppliers to 
delay payments and protects its cash flows).26 
7. Valuation 
 
25 McKinsey & Company “How shared mobility will change the automotive industry”  https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/how-shared-
mobility-will-change-the-automotive-industry  
26 BMW Annual Report 2019: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/gb/BMW-GB19_en_Finanzbericht.pdf 
 
 









For valuation purposes, the company has been divided by business units. The 
company has 4 business (Automobiles, motorcycles, financial and other entities) 
and an eliminations section. To understand the complexity of BMW financial 
statements is essential to understand the commercial activity of the company.  
It is important to point out that BMW has an extra division for making accessible 
their products called “Financial Services” which consist of acquiring certain part of 
the volume produce for selling it to its customer by using credit financing or leasing 
(this is a common tactic use by some big firms who prefer to follow this to update 
their fleet). By mentioning this, the company uses the financial entities division as 
bridge between customers and the core business of the company, which is not a 
surprise that the firm on this area has a high value of current receivables related 
to sales financing and leasing (consider as core business unit due to the financial, 
at the same time it is important to mention that according to BMW reports an 
average of 50% of automobile volumes are sold throughout this method. 
Therefore, these amounts impact on a direct way the total value of the cash flow 
for this division. A similar method is used by the company on its other entities’ 
division, which is where the company is allocating the holding companies of the 
group and is where the group is allocating most of its liabilities, therefore there is 
no surprise to see the other entities taking a high value in cash from the other 
divisions that might be impact due to the nature of the BMW sales model.  
Other essential point to mention before getting into the financial method use of the 
company is to understand the eliminations part of the firm. This part of the financial 
report consists of the eliminations of the internal transactions done by the 
company. This section is an important part of the report since on average it equals 
to a 16% of the total revenues and the weight of each account (from balance sheet 
and financial statements), therefore the allocation of these revenues had to be 
considered for calculating the valuation of the company, as it was mentioned 
before BMW tends to buy part of its sales for leasing purposes. Therefore, the 
value of the eliminations was distributed according to the weight of the revenues 
(this was the most appropriate approach since the company does not give more 
information related to the origin of this figures). At the same time, it is important to 
consider that the value of the revenues will help us to reduce the internal sales that 
automobiles and financials entities, reflecting on the criteria of the valuation a real 
value of the firms. Finally, it is essential to mention that for understanding the total 
value of the company, the analysts have decided to consider the share price as a 
total from the values obtained from each business unit. As it was mentioned above 
 
 








the company tends to sustain its business transactions by using every business 
unit as a bridge therefore the result from every BU might be under/over valuated if 
analyzing them individually.  
7.2. Methodology  
Once having understood the complexity of the BMW the reader will be able to 
understand the financial valuation followed on this report. The firm was divided in 
four business units, therefore for automobile, motorcycles, and other entities the 
discounted cash flow method was chosen. This decision was taken due to the fact 
that these divisions (specially cars and motorcycles) require of big expenses in 
capital expenditures in order to operate and a huge investment in research and 
development in order to make their products more competitive in price and 
technology on the market, therefore it was essential to identify the value of the 
cash flows and see if BMW is keeping a moderate capex expenses according to 
the revenues that it generates and that this is bringing certain value and security 
to the company for facing financial distress.  The values taken on each division 
were with the eliminations applied, since it is believed from the analysts criteria 
that this shows the correct value of the company since intercompany sales do not 
generate any kind of value to a firm’s cash flow or business, especially financial 
impacts of new accounting regulations. For example, in year 2019 the reader could 
see in the valuation a big impact on property plan and equipment, caused by the 
IFRS 16 new risk transaction of leases from the lessor to the lessee, therefore the 
financial cost and impact of this movement was already reflected on the cash flows, 
showing the current situation of BMW in a near future27. (See appendix for further 
information) 
  Cash flow to equity 
For the financial services segment the analysts decided to use the cash flow to 
equity approach for evaluating the segment. One of the main reasons for using this 
valuation method instead of DCF (as it was done for the other divisions) is that one 
of the main purposes of this sector is to provide BMW´s customers a credit 
financing and leasing flexibility. On this scenario, most of the assets in this segment 
are financial and not physical (receivables from sales financing correspond to 74% 
of the operating invested capital in this segment). By using this method, the 
analysts discount using the cost of equity rather than the WACC.  
 
 
27 BMW Annual Report 2019: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/gb/BMW-GB19_en_Finanzbericht.pdf 
 
 








8. Value Drivers of BMW 
8.1. Sales Growth Rate Methodology 
The growth rate for 2021 and the following years (2022-2027) was calculated with 
a weight of three factor that the analysts considered essential for the future price 
of the share in 2021. These factors include for 2021:  
•BMW recovery from the 2008-2009 financial crisis obtained from the financial 
statements of 2010 (the most catastrophic of the XXI century before the COVID-
19 lockdown). This number was considered essential because it proves how BMW 
is likely to get recovered after an exogenous shock and gives a possible value of 
the results that could be seen in 202128. Which is why this was considered with a 
weight of 60% by the analysts; more than the 50% because the analysts 
considered that this might be the trend that the company will follow in 2021 after 
the Christmas lockdowns in Europe and Americas. In the case of Asia, the value 
was not considered because it became an outlier for the data that the analysts 
were using (it passed more than the 55% of the recovery), therefore by considering 
this value the growth rate for 2021 became quite high and unrealistic according to 
the analysts criteria. This was the only variable consider for only markets since the 
economic growth will vary from other regions. The three main regions where BMW 
has a strong presence has been separated because they represent an important 
part of the sales from the company.  
• Other factor that was considered was the other analysts estimates growth rate of 
premium cars 2021, this is important for the analysts because by considering other 
estimates one can extract the expectation of the market in this segment. In 
addition, Premium automobile brands tend to follow different trends compare to 
mass consumption products according to the news and reports read during the 
market opening and online shopping trends by consumer. It is important to mention 
that BMW is a premium car brand, therefore the analysts consider that it not 
possible to put BMW with a correlation of growth of average car firms which are 
designed to a middle-class sector (since they are the most vulnerable to financial 
crisis) and that the brand is consider as an aspirational brand. The weight assigned 
to this growth was 30% since the analysts considered an important characteristic 
of the branding and property of the product29.  
 
28 Forbes Magazine “Global Auto Sales Won’t Recover Pre-Coronavirus Highs Until 2023” https://www.forbes.com/sites/neilwinton/2020/10/15/global-auto-sales-wont-recover-
pre-coronavirus-highs-until-2023-report/?sh=7667376ce6b6 
29 Statista “Projected worldwide light vehicle sales growth from 2019 to 2021” https://www.statista.com/statistics/267128/outlook-on-worldwide-passenger-car-sales/  
 
 








•As a third and last important fact for this weighted valuation per region was the 
GDP growth rate expected for 2021. In the case of Europe, the information was 
obtained from the European commission. In the case of the Americas, it was 
considered the GDP growth of the united stated since 80% of the sales are focused 
on that region.  For Asia, the economic growth was obtained by the IMF estimates 
for China since this country represents most of the sales of the region. At the same 
time, the analysts considered important the Chinese growth because it was one of 
the first countries to experience a post pandemic opening and it is showing the 
possible trends that the rest of the world will follow. 
By considering the data above and the percentage of the weight the analysts 
obtained a growth rate of 9.13% for the company in 2021 as a possible recovery 
after the vaccine application plan that countries will follow across the world and will 
lead to a gradually opening of the economy and recovering of consumers fears to 
keep pushing the market up after an intense 2020.30  
For the period of 2022 to 2027 the rate decreased because the analysts believed 
that the market would continue with the trend that the regions were having before 
the COVID-19 situation. A fall in Europe since it was the trend that the company 
has been following since 2017 (which was the data in sales that was obtained on 
the region by calculating the CAGR of the amounts of cars sold in 2017 to 2019). 
In the case of the Americas the value became positive even though the car industry 
is experiencing a fall around the world, BMW is keep earning a space in the 
Americas region market of premium brands. Which is why the analysts consider a 
70% of weight on this data for the future because it shows a similar trend that the 
automobile industry was following before the COVID-19.  
Further, GDP growth rates were obtained by the international monetary fund. This 
rate continues with the 10% given by the analysts. The other 20% was obtained 
by the data of premium car growth in the incoming years for the industry. In this 
period (2022-2027) the CAGR expected is 3.11%. As observe, the methodology to 
forecast the sales was the same in both periods, which the exception of the first 
factor. 
The operating expenses were calculated by the average that the company has 
maintained for expenses from 2014 to 2020, therefore this was use for 2021 and 
therefore updated with accumulated arithmetic average from the following years to 
keep a changing of the percentage and follow the original trend that the firm was 
having, which as an increase of operating expenses per fiscal year. 
 
30 Shanghai Daily " Sales of luxury cars in China rise by 9.3%” https://www.shine.cn/biz/auto/2012292375/ 
 
 









To calculate the sales for each division, a big analysis regarding to the way the 
COVID-19 pandemic might behave in the future for the final trimester and the 2021 
was done. The analysts had to do a deep research for estimating the rate per 
growth for region due to the crashing of financial markets during the Q1 and Q2 
around the world after the strong lockdowns that were imposed due to the COVID-
19 virus.  
• 8.2.1. 2020´s Q4 Forecast.  
For the last quarter of the current year (2020), the analysts have considered an 
arithmetic average of past Q4 cars sales growth since the analysts considered that 
it might be unrealistic to have the free opening of the economy around the world 
as the countries had during the summer and because the virus has registered a 
second and third wave across the Q4, leading into hard restrictions across Europe 
and America, avoiding having an economic growth as seeing on the Q3. The 
calculations for this number were obtained by taking the revenue by car based on 
the division between the revenues and the total units of cars sold. Applying the 
same procedure between the cost of goods sold and the number of cars sold, 
obtaining the cost of each car and in total the gross margin per units (helping the 
analysts to see the arithmetic average obtained in numbers into cost of goods sold 
and revenues) for the forecast of the income statement. For the rest of accounts 
an arithmetic average from the previous quarters was obtained since they are 
independent events. 
• 8.2.2. Automobile sales 
The Automobile segment represents most of the revenues of the group, 
representing 74.14% in 201931. Globally, since 2017 the automobile segment of 
BMW has experienced a CAGR of 1.40%, with key markets being China, Germany, 
and the USA. For 2020, the analysts expect sales to decline 10.4% before 
experiencing a growth rate of 9.13% in 2021. Moving forward, consensus estimate 
a CAGR for the premium car segment at 5.58%, in our view, sales of the group will 
be a little more conservative with a CAGR of 3.11% from 2022 to 2027 and 
reaching pre-pandemic levels in 2022. 
Europe 
Historically, Europe has been the biggest market for the automotive segment 
accounting ~44% of total vehicles sold. In this region, Germany is the biggest 
 
31 BMW Annual Report 2019: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/gb/BMW-GB19_en_Finanzbericht.pdf 
 
Figure 19: Historical and forecasted 
BMW automobile sales growth rate 
globally 
 
Figure 20: Historical and forecasted 
BMW automobile sales in units 
globally 
Source: Analyst Estimates and 2019 
BMW´s Report 












market representing 30.50% of the overall European market in 2019, followed by 
UK with 21.57%. Further, sales in Germany have been growing at CAGR of 5.70% 
since 2017, which has helped BMW to gain a market share of 27%, which is just 
below that one of Daimler but bigger than Audi.32  
Despite that sales in this region have been decreasing slightly since 2017, the 
analysts calculate for 2021 an increase of sales with an estimate grow of 6.48%, 
and from 2022 to 2027 sales will have a CAGR of 0.65%. It Is worth mentioning 
that despite having growth in the following years, the estimates done by the 
analysts suggest that sales in this region will not reach pre-pandemic levels any 
time soon, and that by 2027 this region will represent ~34% of total vehicles sold. 
In addition, Europe is still facing high uncertainty, mainly because of the potential 
future result of the new Brexit deal, slow economic growth in the last decade, and 
increased in shared mobility combined with a probable saturated vehicle market 
(peak car). 
Asia 
Asia is the region where automobile sales have grown the most and the fastest, 
and its continued to present this similar trend in the future. Sales in this region 
represent ~37% of the total vehicles sold and since 2017 the CAGR in the region 
was 4.68%. By far, the biggest market in this region is China, accounting for almost 
80% of the sales in this region and experiencing and outstanding CAGR of 18.89% 
in the last decade and 10.36% in the last three years. Currently, BMW holds a 
market share of 2.57% in total vehicles sold in China and 12% in the premium 
segment, making BMW the second premium brand in China, which is just below 
Daimler but bigger than main competitors such as Audi, Volvo, and Land Rover 
Jaguar.33 
Despite Covid-19, sales in this region and in China are expected to increase by 
0.99% in 2020, becoming this the only region where BMW will experience growth.34 
For 2021, the analysts expect that sales in this region will experience the biggest 
growth between all the markets at 11.14%, and between years 2022-2027 a CAGR 
of 5.58% reaching approximately 1.5 million units. This will also imply that Asia is 
going to become BMWs biggest market accounting for 48% of total vehicles sold. 
Further, the fully acquisition in 2022 by €3.6 billion of BMW Brilliance joint venture 
could help increase and consolidate the groups market share. Potential risk in 
China could include an increase in protectionism by the government favoring local 
 
32 Reuters Factbox: Global passenger car sales by luxury brand  https://www.reuters.com/article/uk-autos-suvs-factbox/factbox-global-passenger-car-sales-by-luxury-brand-
idINKBN1Z924N 
33 Marketing to China “China Luxury Cars Market Trends in 2020” https://www.marketingtochina.com/china-luxury-cars-market-trends-in-2020/  
34 Care Sales Base China “BMW Sales Data & Trends for the Chinese Automotive Market” https://carsalesbase.com/china-bmw/  
 
 
Figure 22: Historical and forecasted 
BMW automobile sales in units in 
Germany and UK 
 
Figure 23: Historical and forecasted 
BMW automobile sales growth rate in 
Asia 
Source: Analyst Estimates and 2019 
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Figure 21: Historical and forecasted 
BMW automobile sales in Europe and 
Germany  
Source: Analyst Estimates and 2019 
BMW´s Report 












brands, although the analysts believe this is might not be probable to occur, 
although politics tend to follow a path of uncertainty. 
Americas 
The Americas is the third largest market for BMW representing 18.63% of the 
overall automobile sales, and likewise China, USA accounts to almost 80% of the 
overall American market. Sales in the Americas region reached its peak in 2015, 
since then they have been growing steadily at a CAGR of 1.41%, and 1.48% in the 
case of the USA. Currently, BMW holds the second spot in the premium car 
segment in the USA with a market share of 12%, which is below Tesla, but above 
its European competitors. Is worth mentioning that BMW was holding the number 
one spot in the US market by a long time, and just in 2020 is when Tesla became 
number one. 
For 2021, the analysts expect sales to increase 10.09% in this region, and from 
2022 to 2027 the analysts calculate a CAGR of 3.23%, reaching pre-pandemic 
levels by 2024 or 2025. Moreover, the analysts expect BMW to hold the second 
spot in the US market. Potential risk in the region comes from Tesla, where in the 
near term it can gain a significant market share. But although the trend is positive 
for Tesla, the US market its still lacking the fiscal support and infrastructure for 
electric vehicles. In comparison, Europe and China that has adopted these 
measures, Tesla market share is significantly lower. 
Electric Vehicles Sales 
BMW is a market leader in this segment, with the top spot in Germany and a top 
position globally. Since 2017 EV sales of the group have been growing at a CAGR 
of 19.39%, with 103,000 units sold in 2017 and 146,160 units in 2019. Currently, 
the EV fleet corresponds to 7.71% of the overall sales of the group, with the BMW 
brand being the one with higher sales. 
Despite Covid-19, the analysts expect sales of EVs to finish 20% higher compared 
to 2019, which further confirms the high demand for this segment. For 2021, the 
analysts expect sales of EVs to grow 29.1%, and from 2022-2027 to grow at a 
CAGR of 20.99%, reaching 710,203 units in 2027, which will account to almost 
24% of the overall sales of the group. Further, it is expected BMW to continue to 
be a market leader in this segment which is mainly explained by two things. First, 
given the many years of experience in the industry, the high commitment to adapt 
to this new environment and high expenditure in R&D, the company currently 
develops the motor, the power electronics, and the battery of its EV fleet. Second, 
although the battery packs which power the electric vehicles have fallen 87% in 
the last decade, electric vehicles are still expensive for the average consumer, 
 
Figure 25: Historical and forecasted 
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Figure 24: Historical and forecasted 
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Figure 26: Historical and forecasted 
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which puts the EV segment in a premium category. This will help the Company to 
further consolidate its market share. 
• 8.2.3. Motorcycle sales 
The Motorcycle segment is the smallest segment of the group, representing almost 
2% of the overall revenues of the group. Despite being the smallest is the one that 
have experienced the highest growth with a CAGR of 6.34% since 2015. In this 
segment important markets are mostly Europeans with Germany (15%), France 
(9.9%), Italy (8.9%) and Spain (7.2%) accounting for almost 41% of total sales. For 
2020, the analysts expect sales to decline 7.9% before growing 10% and reaching 
pre-pandemic levels in 2021. Further, for 2022 to 2027 it is expected to achieve a 
CAGR of 3.37%. 
• 8.2.4. Financial services 
The financial services segment is the second biggest revenue driver for the group, 
representing ~27% of the overall revenues of the total sales of the group. This 
segment main purpose is to facilitate the purchase of automobiles and motorcycles 
to its customers via credit financing or leases, meaning the growth in this segment 
its correlated with the growth in the automobile and motorcycle segment. Financial 
services new contracts had CAGR since 2015 of 4.88%, with a decrease of -10% 
expected in 2020, increase of 9.15% in 2021 (after the starting of the new normality 
and the markets having adapted to the uncertainty caused by the virus), before 
growing at a compounded rate of 3.11% until 2027. 
• 8.2.5. Research & Development 
In this new constant changing and challenging environment of EVs, R&D plays a 
huge roll in brands adapting to these changes. Global Spending in R&D in the 
automotive sector has been increasing in recent years, with the European union 
being the number one investor with a total share of 29% of the overall R&D 
spending. In 2019, the EU investment in R&D increased by 6.1% to reach €60.9 
Billion. Moreover, Europe is the number one creator of patents for self-driving 
vehicles, accounting for 33.3% of all the applications. Regarding BMW, R&D 
spending totalled in 2019, €6.5 Billion, which accounts for 10.54% of the EU 
investment in R&D. Since 2014, BMW R&D spending accounted on average 
6.04% of the group revenues, which is slightly above that of the industry (5.9%).  
Moving forward, BMW R&D long-term target ratio is 5%-5.5% of group revenues, 
this translates in more than €30 billion by 2025. With that said, BMW position 
regarding R&D is as a market leader given the fact that BMW revenues are one of 
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Figure 29: Historical and forecasted 
BMW motorcycle sales in units 
globally 
Source: Analyst Estimates and 2019 
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the highest in the industry and second in the premium car segment (excluding 
Volkswagen since it is a combination of non-premium and premium cars).35 
8.3. Operating Invested Capital and Capex 
For the operating expenses, the analysts had to reformulate the financial 
statements according to the business unit they were analysing, the same logic 
applied for the first three: automobile, motorcycles, and other entities the criteria of 
the car industry in putting important. Accounts with important wage such as: 
•Inventories which were forecasted with the percentage of inventories left in stock 
by revenue, then an average was calculated to get a constant behaviour in this 
account and continue simulating the same for the next years so the account could 
behave in a constant way and reflecting already the impact of increasing 
inventories during the lockdown that BMW had in 2020. The company is looking 
forward to continuing applying a restrictive budgeting, therefore inventories will be 
under control and as it has been mentioned during the 2020, they stopped 
production to avoid having an increasing of physical inventories on their plants. 
Since 2021 will be a decisive year for the economic recovery of this terrible crisis, 
the analysts estimate that the firm will continue controlling inventories for avoiding 
exponential increased in case the economy experience another COVID-19 lost 
year and keep them low to avoid an impact on their stock and eventually cash flow 
liquidity.  
•The property, plant, and equipment which in 2020 had a decreased because the 
company used their assets to capitalize and avoid problems of liquidity. At the 
same time, this form part of the zero-base budget plan that the firm decided to do 
by taking a control from scratch of all the expenses and ways of budgeting, which 
is also one of the main factors that helped BMW to keep operating. The analysts 
had estimated a negative value for the 2021, since they believe that the company 
will keep a conservative spending according to the economic growth and 
improvement of their sales once the vaccine will increase possibilities for going 
back into the new normal successfully. For the rest of the years the analysts 
estimate that the company will recover confidence to obtain more assets and 
continue expanding operations since they have been developed new technologies 
that will require engineering adaptation of procedures and perhaps acquisition of 
machinery.  
 
35 SPENDMENOT “21+ AMAZING R&D Spenders Facts and Stats” (2020) https://spendmenot.com/blog/rd-
spenders/#:~:text=The%20technology%20hardware%20and%20equipment,of%20its%20revenue%20in%20R%26D.   
 
Figure 31: Historical and Forecasted 
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expense as a percentage of revenue 
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•On the other hand, one of the accounts that has helped BMW to keep a good level 
during the pandemic has been the increasing of its accounts payables who has 
also been a smart move for the company to keep cash flow in high levels.36 
8.4. ESG 
Environmental, Social and Corporate Governance (ESG) has taken a lot of 
strength in recent years in the decision making of investors. ESG investing has 
been growing exponentially in the last decade, with 11% of the share of assets 
managed professionally in the United States in 2012 to almost 26% in 2019, in 
monetary terms that is US$3.7 trillion to US$11 trillion. This trend is expected to 
keep growing reaching in 2025 50% of share of assets or US$35 trillion. In Europe 
ESG investing is even more important, with ESG practices suggesting that in 2019, 
US$17 trillion were allocated making Europe the biggest contributor to this 
practice.3738 
Each pilar has its score and based on that score companies are ranked among its 
peers. BMW in recent years has been reducing CO2 emissions, by including a 
more diverse team as a strength for becoming a competitive factor and by looking 
forward to being one of the most attractive employers in the automotive industry. 
By doing this, BMW increased its ESG score from 86.07 in 2017 to 88.64 in 2019, 
making BMW the third Company with the highest ESG score in the industry just 
(below Fiat Chrysler and Daimler). Moreover, in 2019 BMW almost reach a perfect 
score of 100, in the Environmental pilar with a score of 98.24; ranking BMW as a 
second leader in the industry. By mentioning the further information, the analysts 
expect BMW to keep its ESG score high and continue to be in the top positions, 
mainly explained because of its strategies, which as it was previously stated, they 
have helped them to continue to be one of the most attractive employers in the 
automotive industry and keep reducing CO2. Including the implementation of at 
least 25 electrified vehicles including 13 fully electric cars by 2023 and by having 
50% of its new European vehicle fleet electrified in 2030. 
• 8.4.1. Summary.   
The following measures demonstrate that BMW is a company, that in fact is looking 
for innovation and investing on it, but also it is a firm which takes certain 
responsibility of its financial statements and the reaction to the 2020 COVID-19 
 
36 BMW Q3 REPORT: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/q3/Q3_2020_BMW_Group_EN_Online.pdf 
37
Organization for Economic Co-operation and Development "ESG Investing: Practices, Progress and Challenges” https://www.oecd.org/finance/ESG-Investing-Practices-
Progress-Challenges.pdf 




Figure 33: Historical and Forecasted 
group revenues and PP&E 
 
Figure 34: Historical and Forecasted 
group revenues and PP&E 
Source: Analyst Estimates and 2019 
BMW´s Report 
Source: Analyst Estimates and 2019 
BMW´s Report 
 
Figure 35: ESG Ranking 
Source: Refinitiv Eikon 
 
 








crisis has been a demonstration of the financial discipline that the company has. 
Therefore, the analysts have considered on their model a more realistic scenario 
where BMW will continue protecting their cashflows and at the same time looking 
to fulfill customer expectations in a world where the digital era and renewable 
energies are representing a challenge. 
9. WACC 
9.1. Cost of equity 
• 9.1.1. BETA 
For calculating BMWs Beta, the analysts use the median monthly unlevered beta 
of the past five years of its most comparable (number of cars sold, geographies 
and average car price) peers which in this case were Volkswagen, Daimler, and 
Volvo (BMW unlevered beta included). By using this approach, the analysts can 
smooth any idiosyncratic shock BMW has experienced. On the other hand, the 
analysts have decided to obtain the Re-levered the beta by using BMW´s capital 
structure, for obtaining a more accurate result since debt plays and important role 
on the company´s books, giving as a result a Re-levered Beta of 1.98 for BMW´s 
cost of equity. 
• 9.1.2. Market returns, risk free and market 
premium 
To calculate the cost of equity for the 4 divisions, the analysts used the Capital 
Asset Pricing Model (CAPM). The market return was taken from the German 
Market, taking into consideration that it is where BMW have is Headquarters and 
at the same time the company has its stock at the DAX. Therefore, the analysts 
used a 7.08% as a market return obtained from the German market data, and for 
the risk free of -0.62% obtained from the 10-year bund yield. Combining these two 
factors leads to a market risk premium of 7.70%.39 
The result of both calculations taken by the analysts has been a cost of equity of 
14.66% 
9.2. Cost of Debt 
The analysts considered  the debt rate of the company taking into account the 
bonds for 14 years by considering the promised yield from the current debt rate 
(“A” by S&P despite the negative outlook considering that 2020 has been quite a 
 




Figure 36: Monthly unlevered beta for 
BMW and competitors 
 
Figure 37: BMW Re-levered Beta with D/E 
market value and D/E with book values 
BMW Re-levered Beta with D/E market 
value and D/E with book values   
Figure 38: Market return, Risk free rate 
and Cost of equity 
 
Figure 39: BMW bond yield, Germany 
marginal tax rate and Cost of debt 
Source: Refinitiv Eikon 
Source: Analyst Estimates 
Source:   Market Risk Premia “Implied 
Market Risk Premia Germany” 
Source: Refinitiv Eikon 
 
 








hard year for all the sectors), therefore BMWs debt is investment-grade, meaning 
it shows to be stable and at the same time is puts BMW as a company that can 
sustain its financial obligation (as it has been have mentioned before the company 
is constantly investing in research in development in order to gain market share 
and positioned its products according to the new market demands and regulations) 
therefore the promised yield is a suitable proxy. This value has been obtained from 
BMW´s longer duration bond (2032) which at the closing of this report it has been 
reported as 0.227%. 
The marginal tax rate has been considered of 30.8%, this value could suffer 
modifications at the end 2021, after governments start to analyze the financial cost 
of the COVID-19 crisis and therefore see if the economy requires tax cuttings to 
stimulate the consumption of the market or as another scenario an increase for 
recovering resources after an economic growth. Therefore, the analysts have 
decided to leave a no movement scenario until the vaccinations have been 
massively applied and could change the position of the world for going back to the 
new normal without many restrictions. 
The result of considering the after-tax value of the debt is 0.157%. As a result, the 
analysts obtained by using the previous calculations a WACC of 4.78% and 4.84% 
with the book values. 
10. Multiples Valuation 
For multiples valuation the analysts used the most comparable peers from such a 
big and competitive industry. Firms like Volvo, Daimler, and Volkswagen have 
been considered. Although the comparable list is not quite extended, the analysts 
believe this is the most suitable comparison for BMW. The analysts have taking 
into consideration factors like: the capital structure (which is quite like the firm´s), 
numbers of cars sold, regions where they operate, and the average price of car 
produced.  
For the analysts criteria, the best suited value of a multiple valuation lies between 
the price given by an Equity multiple and an Enterprise value multiple. This is 
because the equity multiple can overestimate the share price and the enterprise 
multiple can underestimate. By developing the calculation of the Equity multiple, 
the analysts multiplied the mean forward P/E (11.21) of the comparable by BMW 
EPS (€9.60) of 2021, which results in a share price of €107.64. For the Enterprise 
value multiple, the analysts calculate the implied BMW Group enterprise value by 
multiplying the median forward EV/EBIT (18.14) by BMW 2021 EBIT (€6,668.86 
million), then they subtract the financial debt and add the cash and cash 
 
Figure 40: BMW WACC 
Source: Analyst Estimates 
 
 








equivalents, which results in the equity value (€13,436.81 million). After that, the 
analysts divided the equity value by its common outstanding shares (601,995,196), 
which yields a share price of €22.32. Afterwards, an average of the equity multiple 
(€107.64) and the enterprise value multiple (€22.32) was calculated, yielding a 
share price of €64.98, which is 19% below the share price calculated in our DCF 
of €77.43. In this valuation method the recommendation would be to SELL. (See 
Appendix #5) 
11. Scenario analysis 
With the industry going through major disruption on the near future and the Covid-
19 pandemic still lingering around, it is pertinent to consider other possible 
scenarios. In this case, three scenarios where consider: Base case, Best case, 
and Worst case, with a probability of occurrence of 70%, 20% and 10% 
respectively. Since the automobile segment is the one that contributes to majority 
of the share price and most of the valuation accounts of BMW are thigh to revenue 
and revenue its linked to cars sold, the analysts have decided to use growth for 
this item to estimate the share price of each scenario. The base case scenario is 
the one included in the mixed DCF/CFE model. For this scenario, automobile 
deliveries growth for 2021 is 9.13% resulting in a share price of €77.43. In the best-
case scenario, Governments provide more fiscal stimulus to the economy, GDP 
growth is better than expected, and vaccination goes according to plan. This 
translates to a growth in automobiles of 10.43% in 2021 resulting in a share price 
of €78.72. Lastly, the worst-case scenario considers that GDP growth for 2021 is 
lower than expected and that the vaccination process takes longer than expected 
because of bureaucracy in COVAX, resulting in an automobile growth rate of 
8.48% and a share price of €76.79. The expected share price considering the three 
scenarios is €77.63 with an expected dividend yield of 3.85%, yielding a total 
shareholder return of 11.32%. (See Appendix #6) 
12. Summary 
By mentioning the above information, the analysts have agreed that the market 
price of shares in automobiles should be €49.44, despite that according to 
McKinsey the car industry is facing a slowdown compare to previous years and 
moreover with this new economic recession the future of the car industry seems 
quite uncertain. BMW has demonstrated a strong cost discipline by cutting 
administrative expenses and trying to keep its liabilities in a long term (an increase 
in trade payables has been spotted during the Covid Crisis) and following a cut 
spending in different areas and selling of financial assets (which was noticeable in 
 
 








a decrease in book values of property plant and equipment and also and an 
increase in excess in cash), which is proving that BMW is looking to keep its 
business with a strong pace and following the recommended trends by financial 
institutions. Based on this the analysts have decided to keep an optimistic growth 
for the company, taking into account that markets like China and the United States 
are showing an increase in Sales despite the previous year’s negative panorama, 
showing that the company is not correlated to the market trend of mass consuming 
cars focus to a medium class income, therefore the scope for future sales and 
innovation are showing a good growth for the company, specially the development 
of more electric cars which are following the new ecofriendly technology and 
government trends. One example of this is the fact that big cities like California in 
the States are planning to ban the use of combustion cars in 2035 as wells as in 
UK and other European countries, which following this trend will impulse sales for 
modern and technological cars in a niche that has the economic resources for 
affording this kind of goods. Which, in the case of BMW the company has been 
continuously investing in the development of these new ecofriendly technologies, 
helping the brand to get more value and better market positioning in a near future.  
A similar trend is visible for the motorcycles business unit (an increase in sales), 
the only issue spot that is affecting the share price value of the company, is that 
BMW tends to avoid having cash in excess on this division, therefore the analysts 
assume that by doing this the firm is investing that money either increasing the 
motorcycle division which barely represents 2% of the total car and motorcycles 
sales or BMW will face in a long term that this division is just to please their specific 
luxury motorcycles niche but it won´t be as profitable as car sales are. Which is 
why our estimations of future cash flows might appear negative to reflecting that 
BMW could use the profits of that division to finance more cars research. Having 
a share price of €1.41.  
Other entities are the division of BMW that is considering on its books the financial 
entities and the other ventures that the company has, which leads to no surprise 
that most of the liabilities of the business are on this area and therefore it 
represents an essential part of the cash of the group compare to other divisions, 
for example financials where the balance is full of assets due to the nature of the 
business. Therefore, this division is sensible to changes on the beta value since 
part of its cashflows depend on the liabilities of these areas especially current other 
liabilities, which the analysts can assume due to the nature of the account and 
since this division does not have operating expenses it is amortizing the effects 
from financials where the reader can see that is the opposite case (more assets 
than liabilities). The share price is €39.06.  
 
 








For the financial division, the methodology implied was the FTE. The analysts 
estimation might be quite polemic on this field because the share price of this 
division is negative (considering that the firm is having revenues. After analyzing 
the report, the analysts arrived at the conclusion that this division is losing money 
because they tend to buy more capex compare to the cash generated, since they 
lease these cars to their customers (which represents internal sales from the 
company and therefore could be also a main reason of why the company has 
eliminations as part of its activities, this is not confirm on their reports since they 
do not give more information about it). Therefore, by having more assets than 
liabilities and by keeping investing in capital expenditures for keeping their financial 
services and sales to the customer on float, the firm is experiencing a loss in the 
value of these department, but as mentioned above and according to the 
description of the report there is a link between the financial and other entities, 
which is believe by the analysts that the effects of the liabilities are seen on the 
other entity’s division. The share price for this segment is €-12.48. 
At the end the model of the analysts estimates a share price of €77.43, this 
translates into a capital gain of 7.20% and a dividend yield of 3.86%, adding to a 
total shareholder return of 11.07% that could increase or decrease but not in a 
significant amount according to the results of the Q4 of 2020, since the forecast 
given by the analysts for the results of the Q4 is quite conservative, taking into 
account the new COVID-19 threats of lockdowns around Europe and high increase 
of cases in the Sates (one of the main markets), therefore until the vaccination and 
the society is quite stable the analysts do not see a potential jump on sales 
compare to the Q3 of 2020. For now, and until the release of the 2020 complete 
results, the analysts recommend buying the share since BMW is a stable 
company. Despite the negativity of this pandemic, the global markets and the 
society is adapting to live in the new reality, which eventually with the starting of 
the vaccinations process around the world and the positive trend this could bring 
to the market; BMW is keeping innovation as it highest and continues investing as 
it was mentioned before in R&D for overpass the expectations of its customers, 
which means that the company knows their weaknesses and strengths and 






Figure 41:  
BMW share price by segment and group 
share price 
Figure 42:  
Capital gain, Dividend yield and 
Shareholder return for investor 
Source: Analyst Estimates 
Source: Analyst Estimates 
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The following report talks about the new revolution on the luxury car industry from the perspective 
of BMW. The new trends are focusing on development of electric and ecofriendly vehicles which 
can adapt to the new government and environmental requirements. This new green revolution on 
the market has increased the competitivity on an industry which is already saturated and has been 
struggling on the past years to increase their revenues. Although the luxury cars compare to the 
average car manufacturers have been increasing their sales on the previous years, the industry is 
still facing a complex panorama where competitivity is on its highest peak and big investments on 
research and development must be made. 
Bayerische Motoren Werke AG has become one of the most important reference of car luxury on 
the industry, therefore the firm has been for more than 100 years on the market and settle as the 
second most important car luxury seller on the world, therefore there is no surprise to find a 
complex company where their financial statements are divided into four business units, each of 
them focusing to give the most precise information of how the company is operating. This 
complexity will be explored by the analysts to obtain a correct perspective of how the company 
will behave along the new trends that were mention before.  
Some important words during this equity research are:  
WACC= Weighted average cost of capital.  
Revenues 
R&D 

























This work used infrastructure and resources funded by Fundação para a Ciência e a Tecnologia 
(UID/ECO/00124/2013, UID/ECO/00124/2019 and Social Sciences DataLab, Project 22209), POR 
Lisboa (LISBOA-01-0145-FEDER-007722 and Social Sciences DataLab, Project 22209) and POR Norte 
(Social Sciences DataLab, Project 22209). 
  
Table of Contents 
 
1. THE INDUSTRY .................................................................................... 4 
1.1. POWER OVER CUSTOMERS ........................................................................... 4 
1.2. SALES IN THE INDUSTRY. .............................................................................. 5 
2. SWOT .................................................................................................... 6 
2.1. STRENGHTS .................................................................................................. 6 
2.2. WEAKNESS .................................................................................................... 7 
2.3. OPPORTUNITIES ............................................................................................ 7 
2.4. THREATS ....................................................................................................... 7 
3. PORTER´S STRENGTHS ..................................................................... 8 
3.1. POWER OVER CUSTOMERS ........................................................................... 8 
3.2. RIVALRY AMONG COMPETITORS ................................................................... 8 
3.3. POTENTIAL OF NEW ENTRANTS INTO THE INDUSTRY .................................... 8 
3.4. SUBSTITUTE PRODUCTS: .............................................................................. 9 
3.5. POWER OF SUPPLIERS .................................................................................. 9 
4. VALUATION ........................................................................................ 10 
4.1. INTRODUCTION ............................................................................................ 10 
4.2. METHODOLOGY ........................................................................................... 10 
5.VALUE DRIVERS ................................................................................. 11 
5.1. OPERATING INVESTED CAPITAL ................................................................. 11 
5.2. ESG ............................................................................................................ 12 
• 5.2.1. Summary. ......................................................................... 13 
6.WACC .................................................................................................. 13 
6.1. COST OF EQUITY ......................................................................................... 13 
• 6.1.1. BETA ................................................................................ 13 
• 6.1.2. Market returns, risk free and market premium ........... 13 
6.2. COST OF DEBT ............................................................................................ 13 










1. The industry 
1.1. Power over customers 
The crisis that this virus created according to Forbes magazine moved the world into a step of 5 
years into the digital economy. The pandemic has pushed to a new market strategy to all 
companies from different sectors, making the migration to digital fields and contactless economy 




The automobile industry has not been an exception of this, since car sales have plumed in record 
levels the innovation had to arrive by the way of selling their products. As the reader might be 
aware during the lockdown business were closed, interfering with one of the most important 
marketing strategies of car selling: face to face interaction and contact with the product. Due to 
this, the car agencies as other business had to look for new marketing strategies to keep their 
products on float. 1  Part of this innovation has been contactless car driving test where the vehicle 
has passed through a disinfection process to avoid a COVID-19 infection. This form of sales will 
represent a high peak for cars and at the same time a business opportunity for reducing marketing 
and sales cost, since in a near future this contactless technology will represent a reduce of sales 
employees and commission, not forgetting that also digital commerce has represent a huge 
decrease in the ways how commerce interacts by the substitution of physical stores and staff by 
new market trends. As it can see on the following graph by McKinsey Therefore, car industry will 
evolute to this new digital era and in a not far away future evolute its traditional channels to the 
new market trends. But, for this to happen car companies will need to make future alliances with 
tech companies who could simplify the access to technology and accelerate the process. 
Despite these new trends on the market, the economy is facing an incredible slowdown that has 
pushed consumers to think twice before buying a car, according to the study almost half of US 
consumers (47%) are planning to keep their current vehicle longer than they originally expected.  
Similar trends are being detected in other big automotive markets like China (65%), South Korea 
(63%), and Japan (48%).2 
 
1 McKinsey & Company “Reimagining the auto industry’s future: It’s now or never” (2020): https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/reimagining-the-auto-industrys-
future-its-now-or-never 
2 Deloitte “How the pandemic is changing the future of automotive” (2020): https://www2.deloitte.com/us/en/insights/industry/retail-distribution/consumer-behavior-trends-state-of-the-consumer-
tracker/future-of-automotive-industry-pandemic.html 
Figure 3: Growth of ecommerce in 
Europe during the great lockdown. 
Source:   McKinsey & Company “Reimagining the auto 
industry’s future: It’s now or never”  
Figure 1: Global Consumers 
intending to push out their next 
vehicle purchase. 
 
Source: Deloitte “How the pandemic 
is changing the future of automotive” 
 
Figure 2: Perception of Job 
Security 
Source: Deloitte “How the pandemic 
is changing the future of automotive” 
Another factor that will impact during the 2021 will be the job security that the market can offer to 
the consumers, as it is visible on the following graph this correlation will be important at the 
moment of forecasting sales for 2021 and 2022 which is the year that the economy is expecting 
to face a recovery to pre-pandemic standards, leading into a slow recovery of car sales in the 
world and at the same time to look for new marketing strategies even after the vaccines will be 
distributed along the world, this process will be slow, which will lead to a possible scenario of 
more restrictions after the winter and during the beginning of the spring. Since the vaccination 
process across Europe and America will continue until the end of the first semester of 2021.  
Not everything is bad news for the industry, since also the COVID-19 has raised the interest of 
new consumes to acquire a vehicle after the situation becomes more stable for everyone. 
According to a study from Deloitte people are consider keeping maintaining the physical distance, 
which will lead into a consumption of more vehicles for example according to the study 79% of 
consumers in France, 74% in the United States, 69% in the United Kingdom, and 63% in South 
Korea are considering acquiring a vehicle, since they can consider a safety and hygienic 
measures compared with the use of public transportation or pooling. The main challenge for this 
trend will also be the behaviour that consumers will take now of acquiring a new vehicle, since 
they pockets will be hit, they might go for a used vehicle, affecting to the manufacturing of new 
cars. 3  
Besides the new sales opportunities and market disruptions, the car industry will also have to 
face other obstacles for their survival. The car industry is facing a green revolution, which is 
pushing for new alternatives for reducing car emissions to the atmosphere and traffic from big 
cities, where they have developed new rules to take cars that work with fuel combustion out of 
the roads and being substituted by carpooling services or green energy vehicles. Therefore, car 
companies have been pushed into a competition of developed new green technologies to keep 
their business moving according to the market trends and government requirements. Therefore, 
this could be a contrast to the pre-owned market and consumers will take the opportunity to buy 
vehicles that in a short term will not represent an increase in fuel consumption and taxes (caused 
by the government regulation). 
1.2. Sales in the Industry.  
In 2019 the following companies were considered the most important luxury cars sellers on the 
world (Mercedes, BMW, Audi, and Jaguar). This proves BMW (only BMW cars the numbers 
exclude rolls Royce and mini cooper) is having an important market participation for the luxury 
cars selling. The firm is just above its German peer Audi and followed by its also Mercedes Benz. 
Showing the strength of the German producers on this special field and the trust that the 
consumers have for German automobile industry. 
According to Bloomberg numbers the Car industry in the United States was facing a slowdown in 
consumption in 2018, but there was an exception to this trend. This exception was the luxury cars 
manufactures who were increasing their sales despite the negative panorama. Showing that car 
luxury tends to follow the trend of luxury goods during crisis. Even though their demand tends to 
be elastic, their high social class niche continues consuming them. Which makes luxury cars 
industry less volatile compare to regular car manufactures which are focused on a middle class 
that tends to be volatile to crisis and price changes. It is also noticeable how BMW in 2018 is still 
 
3 Deloitte “How the pandemic is changing the future of automotive” (2020): https://www2.deloitte.com/us/en/insights/industry/retail-distribution/consumer-behavior-trends-state-of-the-consumer-
tracker/future-of-automotive-industry-pandemic.html 
in second place for the American Market, which also contrast to the worldwide 2019 data where 











BMW is a firm that has a huge investment in innovation for its car technology. Every year the 
investment is around 5%-%.5% of its total revenues. 
BMW is a firm with a rate of “A” for long term investments by S&P and “A2”BY Moody´s, which 
shows that the firm is quite stable and capable of paying to its creditors their investment without 
financial distress.5 
The firm has shown a growth in regions with high potential markets, like the United States and 
China, therefore it has a high potential market for expanding its products and technologies outside 
of Europe. 6 
BMW had a powerful growth after the COVID-19 lockdown recovery in Q3, increasing its revenues 
after the drastically fall from of Q2 thanks to the Chinese re-opening of the company, showing the 




4 Bloomberg “Luxury Brands Are the Winners in the U.S. Auto Market” https://www.bloomberg.com/news/articles/2018-03-01/luxury-brands-take-victory-lap-as-mass-market-auto-sales-sputter  
5 Reuters Eikon Platform 
6 BMW Annual Report 2019: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/gb/BMW-GB19_en_Finanzbericht.pdf  
7 Reuters BMW Q3 profit rebounds on china demand for luxury cars https://www.reuters.com/article/bmw-results/bmw-q3-profit-rebounds-on-china-demand-for-luxury-cars-idUKFWN2HQ0DZ.?edition-
redirect=ca  
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BMW has been doing several adjustments on its corporate structure, by reducing administrative 
expenses and reducing its workforce due to the current COVID-19 situation. This could be a 
signal for the company to maintain its cash flows after the “Great lockdown” making investors and 
banks taking a more conservative approach regarding the company situation.  
BMW is facing a small decrease in revenues around Germany, after a profitable year in 2017 the 
numbers have been decreasing along. 
The BMW profitability is still in positive ground, but the company has increased its expenses to 
make the company more competitive to the current market demands, therefore the profitability 
has decreased compare to previous years.8 
2.3. Opportunities  
Governments are moving into more sustainable and green economy, therefore governments 
around the globe have started to warn about warnings of combustion vehicles. Example: UK plans 
to band car combustion cars for 2030.9 
The new normal according to McKinsey group represents a new opportunity for automobile 
industry to improve their distribution and sells channels. The pandemic has demonstrated the 
importance of having a diversifying chain supply to keep the business operating.  
The new normal has pushed into a new digital revolution, according to McKinsey this could lead 
to a new way of selling cars outside the traditional retail sale and reducing costing of sales by 
having contactless driving test.10   
During the time of crisis company can take a zero-based income statement, therefore firms can 
take a budget from scratch and put more cost controlling cost that could allow to amortize the 
effects of the new COVID-19 crisis and improve revenues along with cash flows.11 
2.4. Threats  
BMW is facing a legal demand in the united states for made false and misleading statements by 
taking a "bank" of retail vehicle sales from its inventories and reporting it as sales when they were 
not.12    
COVID 19 has let a financial crisis that has hit important markets for BMW like Europe where 
current lockdowns are being held down due to the current increase of infections around the 
continent, leading to a possible slow recovery and bad results for the end of Q4 FY20 and Q1 
FY21 .13  
Car industry has been showing a decreasing historical tendency, which could be causing a 
problem in a mid and long term for the industry, affecting even further plans of expansion from 
 
8 BMW Q3 REPORT: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/q3/Q3_2020_BMW_Group_EN_Online.pdf 
9 BBC NEWS “Ban on new petrol and diesel cars in UK from 2030 under PM's green plan” (2020) https://www.bbc.com/news/science-environment-54981425 
10 McKinsey & Company “Reimagining the auto industry’s future: It’s now or never” (2020): https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/reimagining-the-auto-industrys-
future-its-now-or-never 
11 BMW Q3 REPORT: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/q3/Q3_2020_BMW_Group_EN_Online.pdf 
12 U.S Security and Exchange Commission 2020: https://www.sec.gov/news/press-release/2020-
223#:~:text=The%20Securities%20and%20Exchange%20Commission,investors%20in%20several%20corporate%20bond 
13 CNBC “Germany looks set to extend lockdown into December as infections remain high” https://www.cnbc.com/2020/11/23/germany-looks-set-to-extend-lockdown-into-december.html  
automobile industry firm and decreasing of market share.14  
Unemployment rates around the world are still in high levels, letting into a more conservative 
expending from customers and a more complicated social mobility, which could affect the value 
of BMW as an aspirational brand since consumers will tend to allocate their resources into savings 
or other important expenses due to the current job and wage cuts in high management positions 
around the world.15  
3. Porter´s strengths 
3.1. Power over customers 
BMW according to its R&D development, they have been investing in developing greener 
automobile technology for its customers to keep the brand as a luxury manufacturer. Focusing in 
reducing emissions and developing drivetrain systems. At the same time and for being a direct 
competitor to Tesla´s autonomous driving, the company is also investing part of its R&D expenses 
on this field. Other strong fact from BMW to break this barrier is the overlook of customer service 
that the company is handling to exceed the expectations of customers, which puts BMW on the 
correct track for starting to gain market share in the new future of the automobile industry. A 
strong example of how customers have an incredible loyalty to BMW is the incredible Q3 that the 
company had during the 2020 pandemic, impulse by the Chinese market, this proves that despite 
the economic situation after the lockdown’s customers tend to continue buying a solid positioned 
brand and that despite the economic panorama the high-income niche to whom the product is 
focused sees BMW as an investment worth doing. By this the analysts can show that even though 
BMW is losing grown on its domestic market, the complex diversity of its supply chain for 
supplying customers and expand the brand into new markers helps to continue with the increasing 
in revenues and profitability, giving BMW certain power to keep control of its prices, and making 
the company profitable. 
3.2. Rivalry among competitors 
One of the main threats of BMW for the near future is the high expenses on marketing that Tesla 
is having for the green technology in automobiles. A tesla care on its basic model ranks from 37k 
euros up to 80k, and there are plans to create a cheaper version of the cars for making this 
technology affordable. This new competitor to the market can represent a risk for BMW´s sales 
as an aspirational brand since Tesla is managing a strong marketing campaign and is a market 
leader on the green automobile industry, causing a huge entrance barrier for other competitors 
since they core business is this technology 
3.3. Potential of new entrants into the industry 
Other companies are also developing new car technology for increasing their market share and 
adapt to the new government and customers' requirements. BMW has building strong barriers by 
developing intellectual property and continuing to patent new technology for making its products 
more competitive and offering to their luxury niche the most updated technology on the market, 
making it difficult for other companies with low sales to continue the pace of innovation or setting 
high standards along with tesla for penetrating this market, therefore low key car manufacturers 
 
14 Organisation Internationale des Constructeurs d'Automobiles (2019) https://www.oica.net/wp-content/uploads/pc_sales_2019.pdf  
15 NY Times “Unemployment Claims Rise as Economic Worries Grow”(2020) https://www.nytimes.com/2020/11/19/business/economy/unemployment-claims.html  
will find a struggle to deal with the fast moving changers of the sector. At the same time BMW is 
having a set economy in scale with better supply chain and modernizing their plants or buying its 
joint ventures in countries with strong market regulations (example of this is the acquisition of the 
BMW branch from the state own company manufactured in china for avoiding increasing the price 
of manufacturing channels), this move was also a smart one for reducing the customers switching 
cost. Which puts BMW in china as a company that is looking forward to conquering the market. 
Same situation applies to Americas region, which is led by American companies, BMW has 
looked for ways to generate luxury cars with local supply materials and reducing exporting fees 
to other of its more profitable markets and keep the growing pace, which could be harder for other 
companies trying to expand their portfolio brand to a luxury market even harder. 
3.4. Substitute products: 
Cars are becoming a problem in large cities due to the increasing of population, restriction laws 
to reduce carbon emissions and high taxes derivate from the lack of space could lead into a 
problem for automobile industry and for consumers to reduce their purchase of cars and move to 
other more efficient mobility. Even for high income, this trend could lead to use high profile luxury 
cars as transportation to avoid dealing with the high taxes and lack of space.  
Other products for those who are doing social class jumping could be smaller cars and cheaper 
electrical versions (pushed by the new green laws for reduce carbon emissions) that could help 
them to avoid paying the same taxes mentioned above. Other could opt to continue in big cities 
the movement by public transportation and other digital platforms for urban areas like: uber, DIDI, 
Bolt, etc.… which are quite popular among the millennial and z generations, therefore in a long 
term this change of habits could represent a treat to BMW, as it will be described in the valuation 
part of the model where it is mentioned that the car manufacturing is experiencing a decrease of 
sales around the world.16 
3.5. Power of suppliers 
BMW has a strong influence over its suppliers since is quite a big company who prefers to own 
its machinery instead of leasing it. At the same time, the supply chain from BMW is quite diverse, 
having manufacturing strategic points around the world include a recent opening of the most 
modern car manufacturer plant in San Luis Potosí, México. This project was developed to take 
advantage of the Mexican manufacturing market and free trade agreement between the three 
north American regions, an essential area for their sales growth. This kind of investments along 
with the possession of their own technology proves that suppliers have a limited effect on BMW, 
therefore the company cannot hardly be affected from threatening of price increasing by suppliers 
who would like to take an advantage as well to have additional costings for replacing suppliers 
who might like to increase their prices or reduce the timing of payment (pressuring the cashflow 
of the company). A good example of this strength over suppliers has been the incredible cost 
reduction that the company has done caused by the COVID-19 crisis. The company was able to 
reduce administrative cost and decrease the amount of its production volume to keep flowing 
their supply according to the demand of the market, at the same time it is noticeable that BMW 
increase considerably its account receivables (which can prove a power of negotiation with 
 
16 McKinsey & Company “How shared mobility will change the automotive industry”  https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/how-shared-mobility-will-change-the-
automotive-industry  
suppliers to delay payments and protects its cash flows).17 
4. Valuation 
4.1. Introduction 
For valuation purposes, the company has been divided by business units. The company has 4 
business (Automobiles, motorcycles, financial and other entities) and an eliminations section. To 
understand the complexity of BMW financial statements is essential to understand the 
commercial activity of the company.  
It is important to point out that BMW has an extra division for making accessible their products 
called “Financial Services” which consist of acquiring certain part of the volume produce for selling 
it to its customer by using credit financing or leasing (this is a common tactic use by some big 
firms who prefer to follow this to update their fleet). By mentioning this, the company uses the 
financial entities division as bridge between customers and the core business of the company, 
which is not a surprise that the firm on this area has a high value of current receivables related to 
sales financing and leasing (consider as core business unit due to the financial, at the same time 
it is important to mention that according to BMW reports an average of 50% of automobile 
volumes are sold throughout this method. Therefore, these amounts impact on a direct way the 
total value of the cash flow for this division. A similar method is used by the company on its other 
entities’ division, which is where the company is allocating the holding companies of the group 
and is where the group is allocating most of its liabilities, therefore there is no surprise to see the 
other entities taking a high value in cash from the other divisions that might be impact due to the 
nature of the BMW sales model.  
Other essential point to mention before getting into the financial method use of the company is to 
understand the eliminations part of the firm. This part of the financial report consists of the 
eliminations of the internal transactions done by the company. This section is an important part 
of the report since on average it equals to a 16% of the total revenues and the weight of each 
account (from balance sheet and financial statements), therefore the allocation of these revenues 
had to be considered for calculating the valuation of the company, as it was mentioned before 
BMW tends to buy part of its sales for leasing purposes. Therefore, the value of the eliminations 
was distributed according to the weight of the revenues (this was the most appropriate approach 
since the company does not give more information related to the origin of this figures). At the 
same time, it is important to consider that the value of the revenues will help us to reduce the 
internal sales that automobiles and financials entities, reflecting on the criteria of the valuation a 
real value of the firms. Finally, it is essential to mention that for understanding the total value of 
the company, the analysts have decided to consider the share price as a total from the values 
obtained from each business unit. As it was mentioned above the company tends to sustain its 
business transactions by using every business unit as a bridge therefore the result from every BU 
might be under/over valuated if analyzing them individually.  
4.2. Methodology  
Once having understood the complexity of the BMW the reader will be able to understand the 
financial valuation followed on this report. The firm was divided in four business units, therefore 
 
17 BMW Annual Report 2019: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/gb/BMW-GB19_en_Finanzbericht.pdf 
for automobile, motorcycles, and other entities the discounted cash flow method was chosen. 
This decision was taken due to the fact that these divisions (specially cars and motorcycles) 
require of big expenses in capital expenditures in order to operate and a huge investment in 
research and development in order to make their products more competitive in price and 
technology on the market, therefore it was essential to identify the value of the cash flows and 
see if BMW is keeping a moderate capex expenses according to the revenues that it generates 
and that this is bringing certain value and security to the company for facing financial distress.  
The values taken on each division were with the eliminations applied, since it is believed from the 
analysts criteria that this shows the correct value of the company since intercompany sales do 
not generate any kind of value to a firm’s cash flow or business, especially financial impacts of 
new accounting regulations. For example, in year 2019 the reader could see in the valuation a 
big impact on property plan and equipment, caused by the IFRS 16 new risk transaction of leases 
from the lessor to the lessee, therefore the financial cost and impact of this movement was already 
reflected on the cash flows, showing the current situation of BMW in a near future18. (See 
appendix for further information) 
  Cash flow to equity 
For the financial services segment the analysts decided to use the cash flow to equity approach 
for evaluating the segment. One of the main reasons for using this valuation method instead of 
DCF (as it was done for the other divisions) is that one of the main purposes of this sector is to 
provide BMW´s customers a credit financing and leasing flexibility. On this scenario, most of the 
assets in this segment are financial and not physical (receivables from sales financing correspond 
to 74% of the operating invested capital in this segment). By using this method, the analysts 
discount using the cost of equity rather than the WACC.  
5.Value Drivers 
5.1. Operating Invested Capital  
For the operating expenses, the analysts had to reformulate the financial statements according 
to the business unit they were analysing, the same logic applied for the first three: automobile, 
motorcycles, and other entities the criteria of the car industry in putting important. Accounts with 
important wage such as:  
•Inventories which were forecasted with the percentage of inventories left in stock by revenue, 
then an average was calculated to get a constant behaviour in this account and continue 
simulating the same for the next years so the account could behave in a constant way and 
reflecting already the impact of increasing inventories during the lockdown that BMW had in 2020. 
The company is looking forward to continuing applying a restrictive budgeting, therefore 
inventories will be under control and as it has been mentioned during the 2020, they stopped 
production to avoid having an increasing of physical inventories on their plants. Since 2021 will 
be a decisive year for the economic recovery of this terrible crisis, the analysts estimate that the 
firm will continue controlling inventories for avoiding exponential increased in case the economy 
experience another COVID-19 lost year and keep them low to avoid an impact on their stock and 
eventually cash flow liquidity.  
•The property, plant, and equipment which in 2020 had a decreased because the company used 
 
18 BMW Annual Report 2019: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/gb/BMW-GB19_en_Finanzbericht.pdf 
their assets to capitalize and avoid problems of liquidity. At the same time, this form part of the 
zero-base budget plan that the firm decided to do by taking a control from scratch of all the 
expenses and ways of budgeting, which is also one of the main factors that helped BMW to keep 
operating. The analysts had estimated a negative value for the 2021, since they believe that the 
company will keep a conservative spending according to the economic growth and improvement 
of their sales once the vaccine will increase possibilities for going back into the new normal 
successfully. For the rest of the years the analysts estimate that the company will recover 
confidence to obtain more assets and continue expanding operations since they have been 
developed new technologies that will require engineering adaptation of procedures and perhaps 
acquisition of machinery.  
On the other hand, one of the accounts that has helped BMW to keep a good level during the 
pandemic has been the increasing of its accounts payables who has also been a smart move for 
the company to keep cash flow in high levels.19 








Environmental, Social and Corporate Governance (ESG) has taken a lot of strength in recent 
years in the decision making of investors. ESG investing has been growing exponentially in the 
last decade, with 11% of the share of assets managed professionally in the United States in 2012 
to almost 26% in 2019, in monetary terms that is US$3.7 trillion to US$11 trillion. This trend is 
expected to keep growing reaching in 2025 50% of share of assets or US$35 trillion. In Europe 
ESG investing is even more important, with ESG practices suggesting that in 2019, US$17 trillion 
were allocated making Europe the biggest contributor to this practice.2021 
Each pilar has its score and based on that score companies are ranked among its peers. BMW 
in recent years has been reducing CO2 emissions, by including a more diverse team as a strength 
for becoming a competitive factor and by looking forward to being one of the most attractive 
employers in the automotive industry. By doing this, BMW increased its ESG score from 86.07 in 
2017 to 88.64 in 2019, making BMW the third Company with the highest ESG score in the industry 
just (below Fiat Chrysler and Daimler). Moreover, in 2019 BMW almost reach a perfect score of 
100, in the Environmental pilar with a score of 98.24; ranking BMW as a second leader in the 
industry. By mentioning the further information, the analysts expect BMW to keep its ESG score 
high and continue to be in the top positions, mainly explained because of its strategies, which as 
it was previously stated, they have helped them to continue to be one of the most attractive 
 
19 BMW Q3 REPORT: https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2020/q3/Q3_2020_BMW_Group_EN_Online.pdf 
20
Organization for Economic Co-operation and Development "ESG Investing: Practices, Progress and Challenges” https://www.oecd.org/finance/ESG-Investing-Practices-Progress-Challenges.pdf 
21 Deloitte “Advancing environmental, social, and governance investing” https://www2.deloitte.com/us/en/insights/industry/financial-services/esg-investing-
performance.html#:~:text=The%20sustainability%20movement%20is%20growing,-
Social%20consciousness%20has&text=Globally%2C%20the%20percentage%20of%20both,to%2075%20percent%20in%202019. 
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Figure 11: ESG Ranking 
Source: Reuters Eikon 
employers in the automotive industry and keep reducing CO2. Including the implementation of at 
least 25 electrified vehicles including 13 fully electric cars by 2023 and by having 50% of its new 
European vehicle fleet electrified in 2030. 
• 5.2.1. Summary.   
The following measures demonstrate that BMW is a company, that in fact is looking for innovation 
and investing on it, but also it is a firm which takes certain responsibility of its financial statements 
and the reaction to the 2020 COVID-19 crisis has been a demonstration of the financial discipline 
that the company has. Therefore, the analysts have considered on their model a more realistic 
scenario where BMW will continue protecting their cashflows and at the same time looking to fulfill 
customer expectations in a world where the digital era and renewable energies are representing 
a challenge. 
6.WACC 
6.1. Cost of equity 
• 6.1.1. BETA 
For calculating BMWs Beta, the analysts use the median monthly unlevered beta of the past five 
years of its most comparable (number of cars sold, geographies and average car price) peers 
which in this case were Volkswagen, Daimler, and Volvo (BMW unlevered beta included). By 
using this approach, the analysts can smooth any idiosyncratic shock BMW has experienced. On 
the other hand, the analysts have decided to obtain the Re-levered the beta by using BMW´s 
capital structure, for obtaining a more accurate result since debt plays and important role on the 
company´s books, giving as a result a Re-levered Beta of 1.98 for BMW´s cost of equity. 
• 6.1.2. Market returns, risk free and market premium 
To calculate the cost of equity for the 4 divisions, the analysts used the Capital Asset Pricing 
Model (CAPM). The market return was taken from the German Market, taking into consideration 
that it is where BMW have is Headquarters and at the same time the company has its stock at 
the DAX. Therefore, the analysts used a 7.08% as a market return obtained from the German 
market data, and for the risk free of -0.62% obtained from the 10-year bund yield. Combining 
these two factors leads to a market risk premium of 7.70%.22 The result of both calculations taken 
by the analysts has been a cost of equity of 14.66% 
6.2. Cost of Debt 
The analysts considered  the debt rate of the company taking into account the bonds for 14 years 
by considering the promised yield from the current debt rate (“A” by S&P despite the negative 
outlook considering that 2020 has been quite a hard year for all the sectors), therefore BMWs 
debt is investment-grade, meaning it shows to be stable and at the same time is puts BMW as a 
company that can sustain its financial obligation (as it has been have mentioned before the 
company is constantly investing in research in development in order to gain market share and 
positioned its products according to the new market demands and regulations) therefore the 
promised yield is a suitable proxy. This value has been obtained from BMW´s longer duration 
 
22 Market Risk Premia “Implied Market Risk Premia Germany” (2020) http://www.market-risk-premia.com/de.html 
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bond (2032) which at the closing of this report it has been reported as .227%. 
The marginal tax rate has been considered of 30.8%, this value could suffer modifications at the 
end 2021, after governments start to analyze the financial cost of the COVID-19 crisis and 
therefore see if the economy requires tax cuttings to stimulate the consumption of the market or 
as another scenario an increase for recovering resources after an economic growth. Therefore, 
the analysts have decided to leave a no movement scenario until the vaccinations have been 
massively applied and could change the position of the world for going back to the new normal 
without many restrictions. 
The result of considering the after-tax value of the debt is 0.157%. As a result, the analysts 
obtained by using the previous calculations a WACC of 4.78% and 4.84% with the book values. 
7. Summary 
By mentioning the above information, the analysts have agreed that the market price of shares in 
automobiles should be 49.44 euros, despite that according to McKinsey the car industry is facing 
a slowdown compare to previous years and moreover with this new economic recession the future 
of the car industry seems quite uncertain. BMW has demonstrated a strong cost discipline by 
cutting administrative expenses and trying to keep its liabilities in a long term (an increase in trade 
payables has been spotted during the Covid Crisis) and following a cut spending in different areas 
and selling of financial assets (which was noticeable in a decrease in book values of property 
plant and equipment and also and an increase in excess in cash), which is proving that BMW is 
looking to keep its business with a strong pace and following the recommended trends by financial 
institutions. Based on this the analysts have decided to keep an optimistic growth for the 
company, taking into account that markets like China and the United States are showing an 
increase in Sales despite the previous year’s negative panorama, showing that the company is 
not correlated to the market trend of mass consuming cars focus to a medium class income, 
therefore the scope for future sales and innovation are showing a good growth for the company, 
specially the development of more electric cars which are following the new ecofriendly 
technology and government trends. One example of this is the fact that big cities like California 
in the States are planning to ban the use of combustion cars in 2035 as wells as in UK and other 
European countries, which following this trend will impulse sales for modern and technological 
cars in a niche that has the economic resources for affording this kind of goods. Which, in the 
case of BMW the company has been continuously investing in the development of these new 
ecofriendly technologies, helping the brand to get more value and better market positioning in a 
near future.  
A similar trend is visible for the motorcycles business unit (an increase in sales), the only issue 
spot that is affecting the share price value of the company, is that BMW tends to avoid having 
cash in excess on this division, therefore the analysts assume that by doing this the firm is 
investing that money either increasing the motorcycle division which barely represents 2% of the 
total car and motorcycles sales or BMW will face in a long term that this division is just to please 
their specific luxury motorcycles niche but it won´t be as profitable as car sales are. Which is why 
our estimations of future cash flows might appear negative to reflecting that BMW could use the 
profits of that division to finance more cars research. Having a share price of 1.41 euros.  
Other entities are the division of BMW that is considering on its books the financial entities and 
the other ventures that the company has, which leads to no surprise that most of the liabilities of 
the business are on this area and therefore it represents an essential part of the cash of the group 
compare to other divisions, for example financials where the balance is full of assets due to the 
nature of the business. Therefore, this division is sensible to changes on the beta value since part 
of its cashflows depend on the liabilities of these areas especially current other liabilities, which 
the analysts can assume due to the nature of the account and since this division does not have 
operating expenses it is amortizing the effects from financials where the reader can see that is 
the opposite case (more assets than liabilities). The share price is 39.06 euros.  
For the financial division, the methodology implied was the FTE. The analysts estimation might 
be quite polemic on this field because the share price of this division is negative (considering that 
the firm is having revenues. After analyzing the report, the analysts arrived at the conclusion that 
this division is losing money because they tend to buy more capex compare to the cash 
generated, since they lease these cars to their customers (which represents internal sales from 
the company and therefore could be also a main reason of why the company has eliminations as 
part of its activities, this is not confirm on their reports since they do not give more information 
about it). Therefore, by having more assets than liabilities and by keeping investing in capital 
expenditures for keeping their financial services and sales to the customer on float, the firm is 
experiencing a loss in the value of these department, but as mentioned above and according to 
the description of the report there is a link between the financial and other entities, which is believe 
by the analysts that the effects of the liabilities are seen on the other entity’s division.  
At the end the model of the analysts estimates a share price of 77.43 euros, this translates into a 
capital gain of 7.20% and a dividend yield of 3.86%, adding to a total shareholder return of 11.07% 
that could increase or decrease but not in a significant amount according to the results of the Q4 
of 2020, since the forecast given by the analysts for the results of the Q4 is quite conservative, 
taking into account the new COVID-19 threats of lockdowns around Europe and high increase of 
cases in the Sates (one of the main markets), therefore until the vaccination and the society is 
quite stable the analysts do not see a potential jump on sales compare to the Q3 of 2020. For 
now, and until the release of the 2020 complete results, the analysts recommend buying the 
share since BMW is a stable company. Despite the negativity of this pandemic, the global markets 
and the society is adapting to live in the new reality, which eventually with the starting of the 
vaccinations process around the world and the positive trend this could bring to the market; BMW 
is keeping innovation as it highest and continues investing as it was mentioned before in R&D for 
overpass the expectations of its customers, which means that the company knows their 
weaknesses and strengths and therefore it is prepared for keeping increasing their portfolio in the 













Figure 16: BMW share price by segment 
and group share price 
Figure 17: Capital gain, Dividend yield 
and Shareholder return for investor 
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